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KEY ECONOMIC INDICATORS 


All Values in U.S. $ million and represent 
period averages unless otherwise indicated 





Exchange Rate: US$1,.00 = M$2.46 


INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 

GNP at Constant (year) Prices 

Per Capita GNP, Current Prices 

Plant & Equipment Investment 

Personal Income 

Indices: (Base Year=100) 
Industrial Production 
Average Labor Productivity 
Average Industrial Wage 

Labor force (millions) 

Average Unemployment Rate (%) 


MONEY AND PRICES 


Money Supply 
Interest Rates (Commercial 
Bank Prime) 
Indices: (Base Year 1967 = 100) 
Consumer Price Index (Peninsular 
Malaysia) 


BALANCE OF PAYMENTS AND TRADE 


Gold & Foreign Exchange Reserves 
External Public Debt 
Annual Debt Services 
Balance of Payments 
Balance of Trade 
Exports, FOB 
U.S. Share 
Imports, CIF (or FOB) 
U.S. Share 


Sources: 
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Ministry of Finance, Economic Report 1976/77 
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% Change 
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1.2 
NA 
NA 


15.4 
NA 
NA 
3.8 

-2.9 


20.9 
-5,6 


2.5 


64.8% 
17.5 


104.1 
410.5 
45.0 
41.0 
16.9 
34.4 


SUMMARY 


The Malaysian economy made a strong recovery in 1976 experiencing a growth 
in GNP of 11% in real terms. This growth trend is expected to continue 
throughout 1977. Foreign currency reserves are at record highs and infla- 
tion has been kept in check. The only soft spot in the economy remains 
the low level of private sector investment, The Third Malaysia Plan 
includes substantial public sector expenditures on development projects 
which should provide opportunities for the sale of U.S. goods and services. 
The growing petroleum sector should also provide substantial opportunities 
for U.S. firms, 


CURRENT ECONOMIC SITUATION AND TRENDS 


External demand for Malaysia's primary commodities led the economy to an 
impressive recovery and to a real growth in GNP of 11% in 1976. Exports 
were 45% over the 1975 level and reached $5,241 million for the period. 
External reserves increased by more than $1,000 million to $2,466.2 
million during the period; a level that would allow eight months of 
sustained import cover. These figures, coupled with a low inflation 
rate of 2.6%, illustrate the dramatic recovery the economy staged during 
the year. 1976 also saw Malaysia become a net exporter of petroleum 
and petroleum products. 


Worldwide increases in demand and prices for rubber, timber, tin and 
petroleum more than offset the 8% drop in palm oil receipts and resulted 
in a record growth of exports. The only dim spot in the economy was the 
low, 3%, level of private sector investment experienced during the year. 
This was of particular concern to the government as goals of the Third 
Malaysia Plan call for a net increase in private investment of 10% per 
annum during 1976-80. 


Preliminary figures for 1977 show that the economy is very likely to 
exceed the 9% growth in GNP target established by the government. Figures 
for the first two months of the year show that export receipts were 27% 
higher than for the corresponding period during 1976. Tin prices have 
set new record highs and have more than offset any decline in earnings 
that might have resulted from decreases in production while rubber and 
timber prices have remained stable at very favorable levels. The star 
performer for 1977, however, is very likely to be oi] palm exports. Palm 
oil prices have risen by over 30% since the first of the year while 
production is rising at an annual rate of 18% as additional acreage 
becomes mature. Petroleum production has increased to 190,000 barrels 
per day and is expected to exceed 200,000 by the end of the year. 


However, there has been no increase in domestic private investment. 

The primary cause of this low rate of investment is generally considered 
to be the Industrial Coordination Act (ICA) which was the government's 
attempt to put "teeth" into its New Economic Policy (NEP). Briefly 








stated, the NEP is an effort designed to restructure Malaysian society 

and the economy to ensure a more proportionate ownership of, and benefit 
from, the economic resources of the country by all segments of Malaysian 
society. The stated objective of the policy is that by 1990 30% of corporate 
shareholdings will be held by Bumiputras (who are predominantly Malay), 

40% by other Malaysians and 30% by foreigners. (In 1970 the breakdown 

was roughly 3%, 34% and 63% respectively.) The policy also states that 

by 1990 employment at all levels and in all sectors of the economy will 

be proportionately representative of the population of the country. It 

is the government's stated intention to carry out this policy by increasing 
the overall size of the economy so that all groups will own larger absolute 
amounts of the economy by 1990 rather than to take from one group to give 
to another. The ICA, through its licensing provisions, gives the Minister 
of Trade and Industry the power to enforce this policy without providing 
investors any appeal mechanism. This point has worried both non-Malay 
Malaysians and foreign investors who fear they may be forced to give up 
part of their equity at less than favorable terms. Potential investors 

have also expressed concern that the Act allows for too much government 
control over what they consider to be basic business considerations (e.g. 
product mix) and could hamper the overall profitability of their operations. 


The 1977 budget is expansionary and represents an effort to make up 

for private investment shortfalls with public expenditure. On the 
monetary side the Central Bank has adopted an easy money policy for 

the past year and the Finance Minister recently announced the lowering 

of the prime rate from 8.5 to 7.5% for the expressed purpose of stimu- 
lating investment. However, these moves are expected to have only marginal 
effects on the investment climate. 


Nevertheless, the economy continues to make impressive gains, a trend that 
will continue through the next six months. Hard currency reserves are 
expected to top the $3,000 million level by August and continue to increase 
throughout the year. Inflation is expected to be contained at less than 5% 
while it would not be unreasonable to expect GNP to increase by more than 
10%. Perhaps the most telling comment about the economy is the confidence 
international banks have in it. The government was recently able to obtain 
an international loan syndicated at only 7/8% over the London-InterBank- 
Offer-Rate, the same rate available to Switzerland and less than that 
available to the United Kingdom. 


IMPLICATIONS FOR THE UNITED STATES 


Despite the disappointing performance of private investors throughout 
1976 and the first half of 1977, planned public sector expenditures 
under the TMP continued to be strong. With the TMP falling somewhat 
behind in its targets, the Malaysian Government decided to increase 


public spending on development projects in order to close the gap 
left by the falloff in private investment. This will mean increased 
Opportunities for American suppliers of a wide range of capital 
equipment. In addition, as oi] production activities continue to 
pick up off peninsular Malaysia's east coast, U.S. contractors and 
subcontractors will find excellent opportunities in this area. 


Throughout 1976, the U.S. maintained the same share of the Malaysian 
market as it had enjoyed in 1975, 12.7% of all imports. However, in 
value terms, American imports increased by 31.8% from $379.8 million 
in 1975 to $500.7 million in 1976. The U.S. remains Malaysia's second 
largest trading partner after Japan. 


With the TMP focus on telecommunications, ports and harbors, electric 
power generation facilities, highways and airports, good sales prospects 
for American suppliers of equipment for these projects will open up. 
Based on a recent review of the Malaysian market, the Embassy believes 
that 1977 sales prospects are especially bright in the following areas: 
electrical power equipment; laboratory, scientific and engineering 
instruments; construction equipment, and metal working equipment. 

Other areas offering attractive sales prospects are: pollution 

control equipment, business machines; communications equipment, air 
conditioning and refrigeration equipment, and timber processing equip- 
ment. 


American firms have invested roughly $608.3 million in Malaysia, 60.8% 
of it in petroleum-related activities. Given the slow rate of invest- 
ment at present in Malaysia it is unlikely that there will be much 
increase in either foreign or domestic investment over the next year. 
The only exception to this situation will be in the petroleum sector 
where the investment in production facilities will continue. 


While Malaysian Government guidelines encourage the formation of joint 
ventures, under certain circumstances a foreign company engaged entirely 
in exports of manufactured goods from Malaysia can receive approval for 
100% foreign ownership. In all cases involving new foreign investment, 
the Malaysian government has stated it is prepared to take a flexible 
position with foreign investors within the overall boundaries of the 

New Economic Policy. 


Many American firms have successfully entered the Malaysian market by 
means of licensing arrangements. Potential licensees should be aware, 
however, that the Malaysian Government carefully reviews these arrange- 
ments before they are allowed to go into effect. 


With the TMP now underway, the Malaysian Government will soon tender 
on a number of major projects of interest to American exporters of 








goods and services. Many of these projects will require some sort of 
joint venture or technical collaboration arrangements with local 
Malaysian firms. Major untied Malaysian Government projects of parti- 
cular interest to American firms include: 


Port Klang Power Station (2 x 250 MW) 
Earth Satellite Station 
Intra-Malaysia Submarine Cable 
Purchase of Plant and Equipment 
Kenyir Multipurpose Dam (Trengganu Hydro-Electric Development) 
Tenom-Pangi Power Project 

Pahang Cement 

Dredgers for ports 

Sabah Water Supply 

Raising of Klang Gates Dam 

Equipment for Environmental Program 
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The Embassy has prepared a number of separate reports on the best prospects 
for U.S. exports and on the major projects mentioned above. Of particular 
interest are the following: 


(1) Major Export Projects Program (A-001, 1/4/77) 

(2) Airport Projects in the Third Malaysia Plan (A-005, 1/13/77) 

(3) Telecommunications Programs in the Third Malaysia Plan (A-16, 2/15/77) 
(4) Port Projects in the Third Malaysia Plan (A-21, 2/17/77) 

(5) Major Exports Projects Program - First Quarter (A-32, 3/22/77) 

(6) Malaysia - Major Projects in 1977 (A-34, 3/24/77) 
(7) Reporting World Bank Major Projects (A-38, 4/5/77) 


These reports contain detailed information on various projects as well 
as the names of the responsible Malaysian government officials in charge 
of the projects. Copies of these reports and other reports prepared by 
the Embassy are available to interested American businessmen from the 
Department of Commerce. 


Successful exporters to the Malaysian market find that if they cannot 

set up their own office in-country, the best guarantee of success is a 
reputable and aggressive local agent. Ideally, the agent will know 
something about the product line before representing a firm. More 
importantly, he must be able to provide the all-important factor of 
after-sales service. American firms have often been accused (sometimes 
justifiably so) of viewing the Malaysian customer as a one-time sales 
prospect. Firms wishing to sell to Malaysia over the long term are well- 
advised to locate a reputable local agent. The Embassy and the Department 
of Commerce will be pleased to assist any American firm in locating such 
an agent. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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But today, you need 
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to keep up with what’s going on in the more than 40,000 companies that comprise the U.S. 
graphic communications industries. 


Printing and Publishing is the U.S. Department of Commerce’s authoritative quarterly review 
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current conditions and trends from the Bureau of Domestic Commerce. 
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